TGC | NDUSTRI ES, | NC.

1304 Summit Avenue, Suite 2
Pl ano, Texas 75074

NOTI CE OF ANNUAL MEETI NG OF SHAREHOLDERS
To Be Held June 8, 2004

To Shar ehol ders of
TGC | NDUSTRI ES, | NC.

The annual neeting of the shareholders of TGC Industries, Inc. (the
“Conpany”) will be held at The University O ub, One West 54th Street, New
York, New York on June 8, 2004, at 10:00 A.M, Eastern Tine, for the follow ng
pur poses:

1. To elect six (6) directors to serve until the next annual neeting of
shar ehol ders and until their respective successors shall be elected
and qualifi ed;

2. To ratify the selection of Lane Gornan Trubitt, L.L.P. as independent
auditors; and

3. To transact such ot her business as may properly conme before the
nmeeti ng and any adj our nnent thereof.

Information regarding matters to be acted upon at this neeting is
contained in the acconpanying Proxy Statement. Only sharehol ders of record at
the close of business on April 12, 2004, are entitled to notice of and to vote
at the neeting and any adj ournnent thereof.

Al'l sharehol ders are cordially invited to attend the neeting. Wether or
not you plan to attend, please conplete, sign, and return pronptly the
encl osed proxy in the acconpanyi ng addressed envel ope for which postage is
prepaid. You rmay revoke the proxy at any tine before the conmencenent of the
neeting.

By Order of the Board of Directors:
Kenneth W Usel ton
Secretary

Pl ano, Texas
May 3, 2004

| MPORTANT

IT 1S I MPORTANT THAT YOUR STOCK BE REPRESENTED AT THE MEETI NG REGARDLESS OF
THE NUMBER OF SHARES YOQU HOLD. PLEASE COVPLETE, SI GN, AND RETURN PROWPTLY THE
ENCLOSED PROXY I N THE ACCOVPANYI NG ENVELOPE, WHETHER OR NOT YQU | NTEND TO BE
PRESENT AT THE MEETI NG



TGC | NDUSTRI ES, | NC

1304 Sunmmit Avenue, Suite 2
Pl ano, Texas 75074

PROXY STATEMENT
ANNUAL MEETI NG OF SHAREHOLDERS -- June 8, 2004

SCLI C TATI ON OF PROXI ES

This Proxy Statenent is furnished to shareholders in connection with the
solicitation of proxies by the managenent of TGC Industries, Inc. (the
“Conpany” or “TGC') on behalf of the Board of Directors of the Conpany for the
Annual Meeting of Shareholders to be held at The University O ub, One West
54th Street, New York, New York on June 8, 2004, and at any adjour nnent
t hereof, for the purpose of submtting to a vote of the stockhol ders the
actions and proposals set forth in this Proxy Statenent. The Notice of
Meeting, the formof Proxy, and this Proxy Statenent are being nmailed to the
Conpany’ s sharehol ders on or about May 3, 2004.

Al t hough solicitation (the total expense of which will be borne by the
Conpany) is to be nade prinmarily through the mail, the Conpany’'s officers
and/ or enpl oyees and those of its transfer agent nmay solicit proxies by
t el ephone, telegram or personal contact, but in such event no additiona
conpensation will be paid by the Conpany for such solicitation. Further
brokerage firnms, fiduciaries, and others may be requested to forward
solicitation material regarding the neeting to beneficial owners of the
Conpany’s Common and Preferred Stock, and in such event the Conmpany wil |
rei nburse themfor all accountable costs so incurred.

RECORD DATE AND VOTI NG SECURI Tl ES

The Board of Directors of the Conpany has fixed the cl ose of business on
April 12, 2004 (the “Record Date”) as the date for determni nation of
sharehol ders entitled to notice of and to vote at the neeting. As of the
Record Date, there were 5,729,948 shares of the Conpany’s Conmon Stock
out st andi ng, 58,100 shares of the Conpany’s Series C 8% Convertible
Exchangeabl e Preferred Stock (“Series C Preferred Stock”) outstandi ng and
3,024, 264 shares of the Conpany’s 8 1/2% Seni or Convertible Preferred Stock
(“Senior Preferred Stock”) outstanding.

The Conpany’s Restated Articles of Incorporation authorize 25,000, 000
shares of Common Stock with a par value of $.01 per share and 4,000, 000 shares
of Preferred Stock with a par value of $1.00 per share. |In voting on al
nmatters expected to cone before the neeting, a shareholder will be entitled to
one vote, in person or by proxy, for each share of Commobn Stock, Series C
Preferred Stock or Senior Preferred Stock held in his or her nane on the
Record Date. The Conpany’s Restated Articles of Incorporation prohibit
cunmul ative voti ng.

A copy of the Annual Report to sharehol ders of the Conpany for its fisca
year ended Decenmber 31, 2003, is being nailed with this Proxy Statenent to al
such sharehol ders entitled to vote, but does not formany part of the
i nformation for solicitation of proxies.



ACTI ON TO BE TAKEN
AND VOTE REQUI RED

Action will be taken at the nmeeting to (1) elect six (6) nenbers to the
Board of Directors, (2) ratify the selection of Lane Gorman Trubitt, L.L.P. as
i ndependent auditors, and (3) transact such other business as nay properly
cone before the neeting and any adjournnent thereof. The proxy will be voted
in accordance with the directions specified thereon, and otherwi se in
accordance with the judgment of the persons designated as proxies. Any proxy
on which no directions are specified will be voted for the el ection of
directors nanmed herein, and otherw se in accordance with the judgment of the
persons desi gnated as proxies. Any person executing the enclosed proxy may
neverthel ess revoke it at any tine prior to the actual voting thereof by
filing with the Secretary of the Conpany either a witten instrunent expressly
revoking it or a duly executed proxy bearing a |ater date. Furthernore, such
person may neverthel ess elect to attend the neeting and vote in person, in
whi ch event, the proxy will be suspended. The affirmative vote of the hol ders
of a mpjority of the outstanding shares of the Conpany’s Common Stock, Series
C Preferred Stock and Senior Preferred Stock, voting together as a single
class, will constitute approval of all matters expected to cone before the
neeting.

ELECTI ON OF DI RECTCRS

Six (6) directors are to be elected at the Annual Meeting of Sharehol ders
to conprise the entire nmenbership of the Conpany’s Board of Directors. Unless
otherwi se instructed, the proxy holders will vote the proxies received by them
for the nom nees shown below for a termof one year and until their successors
are duly elected and have qualified. The Conpany’'s Board of Directors is
currently conprised of six (6) nenbers. The nominees for election were
recomended to the Board of Directors by a majority of the independent
directors of the Board.

Al'though it is not contenplated that any nomnee will be unable to serve
as a director, in such event the proxies will be voted by the hol ders thereof
for such other person as may be designated by the current Board of Directors.
The Managenent of the Conpany has no reason to believe that any of the
nom nees will be unable or unwilling to serve if elected to office, and to the
know edge of Managenent, the noninees intend to serve the entire termfor
whi ch election is sought. There are no fam |y relationships by bl ood,
marriage, or adoption between any director or executive officer. Up to two
vacanci es may be filled by the Board of Directors under Texas |aw during the
ti me between any two successive annual sharehol der neetings if suitable
persons are designated. Each executive officer of the Conpany is a nom nee as
set forth below with the exception of Kenneth W Uselton (age 60) who has
served as Controller since 1995, Treasurer since August 1, 1996 and Secretary
since March 18, 2004. The information set forth below with respect to each of
t he nom nees has been furnished by each respective noni nee.

Narme, Age, and Posi ti ons with Conmpany
Busi ness Experience

Allen T. Mlnnes, 66 None
Chai rman of the Board fromJuly 1993 to March 2004;
Secretary from Novenber 1997 to March 2004; Chi ef
Executive O ficer of the Conpany from August 1993

to March 1996; Executive Vice-President and



Nane, Age, and Positions with Conmpany
Busi ness Experience

Director of Tenneco, Inc. 1960-1992; President
and CEO of Tetra Technol ogies, Inc. from
April 1996 to August 2001; Director of

Tetra Technol ogi es, 1996 to present; Dean
Rawl s Col | ege of Busi ness, Texas Tech

Uni versity from August, 2001 to present;
Director of Alanpbsa PCS, a wireless

conmuni cati on conpany which is an affiliate

of Sprint since February, 2003.

Wayne A. \Witener, 52 CEO and Presi dent
Director of the Conpany; Chief Executive Oficer

of the Conpany since January 1999; Chief Qperating

Oficer of the Conpany fromJuly 1986 to

Decenber 1998; President of the Geophysica

Di vi si on since 1984; served as Vice President of

TGC from 1983 to 1984; Area Manager for G ant

Ceophysical Co. from Decenber 1978 until July 1983.

WlliamJ. Barrett, 64 None
Director of the Conpany; Secretary of the

Conpany from 1986 to Novenber 1997; President of
Barrett-Gardner Associates, Inc., an investnent
banki ng firm si nce Novenber 2002, and previously

Seni or Vice President of Janney Montgonery Scott LLC,
i nvest ment bankers since 1978; also a Director of:
Suprene | ndustries, Inc., a manufacturer of
speci al i zed truck bodi es and shuttl e buses, since
1979; Chairnman of the Board of Runson-Fair Haven
Bank and Trust, a New Jersey state independent,
comerci al bank and trust conpany.

Herbert M Gardner, 64 None
Director of the Conpany; Executive Vice President

of Barrett-Gardner Associates, Inc., an investnent
banki ng firm si nce Novenber, 2002, and previously
Seni or Vice President of Janney Montgonery Scott LLC,
i nvest ment bankers since 1978; Chairnman of the Board
and a Director of Suprene Industries, Inc., a

manuf acturer of specialized truck bodi es and shuttle
buses, since 1979; and President since 1992. Al so a
Director of: Nu Horizons Electronics Corp., an

el ectroni ¢ conponent distributor; Rewards

Network, Inc., fornerly Transmedi a Network, Inc., a
conpany that devel ops and narkets transaction-based
di ni ng and ot her consuner rewards prograns; Hirsch
International Corp., an inporter of conputerized
enbr oi dery machi nes and supplies; Co-Active
Marketing Group, Inc., a marketing and sal es
pronoti on conpany; and Rumson-Fair Haven Bank and
Trust Conpany, a New Jersey state independent,
conmer ci al bank and trust conpany.

Edward L. Flynn, 69 None
Director of the Conmpany; Oaner of Flynn Meyer

Conpany, a nanagenent conpany for the restaurant

i ndustry, since 1976; Director and Treasurer



Citri-Lite Co., a soft drink company; and Director
of Bioject Medical Technol ogies, Inc., a drug
del i very system conpany.

WlliamC Hurtt, Jr., 59 None
Director of the Conpany; Retired, Vero Beach, FL;

BA Harvard Col |l ege 1967; MBA Wiarton School of

Busi ness, University of Pennsylvania, 1969;

Manager of Blue Lake Properties, LLC, Tuscal oosa,

AL, from Novenber 1998 to present; Forner Director

of River Gas Corporation, Cctober 1998 to

Sept enber 2000.

The Conpany’s Board of Directors recomends that you vote FOR the nom nees
naned above for election to the Board of Directors.

RATI FI CATI ON OF SELECTI ON OF AUDI TORS

The Board of Directors has appointed Lane Gornman Trubitt, L.L.P. to serve
as auditors of the Conpany. The Conpany’'s Board of Directors recomends that
you vote FOR ratification of the selection of Lane Gorman Trubitt, L.L.P. as
the Conpany’'s auditors for the fiscal year ending Decenber 31, 2004.

SECURI TY OMNERSHI P OF CERTAI N
BENEFI CIl AL OANERS AND MANAGEMENT

The followi ng tabulation sets forth the nanes of those persons who are
known to Managenent to be the beneficial owner(s) as of April 12, 2004, of
nore than five percent (5% of the Conpany’s Conmon Stock, Series C Preferred
Stock or Senior Preferred Stock. Such tabulation also sets forth the nunber
of shares of the Conpany’s Commobn Stock, or Series C Preferred Stock or Senior
Preferred Stock beneficially owed as of April 12, 2004, by all of the
Conpany’s directors and executive officers (nanming then), and all directors
and officers of the Conpany as a group (w thout naming them). Persons having
di rect beneficial ownership of the Conpany’'s Common Stock, Series C Preferred
Stock or Senior Preferred Stock possess the sole voting and di spositive power
in regard to such stock. The $5.00 per share Series C Preferred Stock is
freely convertible into shares of Commobn Stock at the conversion price per
share of Commopn Stock of $6.00. Omership of the Series C Preferred Stock is
deened to be beneficial ownership of Conmobn Stock at the conversion price per
share of $6.00 under Rule 13d-3(d)(1) promul gated under the Securities
Exchange Act of 1934. The Senior Preferred Stock is freely convertible into
shares of Common Stock at the conversion ratio of one (1) share of Conmon
Stock for each share of Senior Preferred Stock. Ownership of the Senior
Preferred Stock is deenmed to be beneficial ownership of Common Stock at a
conversion ratio of one (1) share of Common Stock for each share of Senior
Preferred Stock under Rule 13d-3 (d) (1) pronul gated under the Securities
Exchange Act of 1934. As of April 12, 2004, there were 5,729, 948 shares of
Common St ock, 58,100 shares of Series C Preferred Stock and 3, 024, 264 shares
of Senior Preferred Stock outstandi ng.

The foll owi ng tabul ation al so includes Cormmon Stock covered by (i)
options granted under the Conpany’s 1993 and 1999 Stock Option Plans, which
options are collectively referred to as “Stock Options,” (ii) stock purchase
warrants, which warrants are collectively referred to as “Stock Purchase
Warrants” and (iii) Senior Preferred Stock which is convertible on a one-for-
one basis into Conmon Stock. The Stock Options and Stock Purchase Warrants
have no voting or dividend rights.



Nane & Address Title of O ass Amount & Nature Appr oxi mat e

of Beneficial Oaner of Benefi ci al % of
Owner shi p G ass(1)
Jason M Elsas, Jr. Conmon 360, 024 (7) 6. 03%

37 Bl ackpoi nt Horseshoe
Runmson, NY 07760

Si dney Todres Conmon 427,735 (7) 7.09%
250 Park Avenue
New York, NY 10177

Allen T. MInnes Conmon 1,521,964 (2)(7) 22.84%
5529 50th Street
Lubbock, TX 79414

Wayne A. Wit ener Conmon 184, 047 (2) 3. 14%
TGC I ndustries, Inc.

1304 Sunmit Ave., Ste 2

Pl ano, Texas 75074

Herbert M Gardner Common 1, 390, 362 (2)(3)(7) 20. 72%
636 River Road
Fair Haven, NJ 07704

WlliamJ. Barrett Common 2,349,936 (2)(4) (7) 32.37%
636 River Road
Fair Haven, NJ 07704

Edward L. Flynn Conmon 1,870,661 (2)(5) 28. 08%
75-11 Myrtle Avenue
d endal e, New York 11385

Kenneth W Usel ton Common 9,224 (2) *
TGC I ndustries, |nc.

1304 Summit, Ste 2

Pl ano, TX 75074

WlliamC Hurtt, Jr. Conmon 1, 319, 527 (6) 19. 87%
917 Lady Bug Lane
Vero Beach, FL 32963

Al directors and officers Conmon 8, 645, 721 77.68%
as a group of seven (7) (2)(3)(4)(5)
per sons (7)

* Less than 1%

(1) The percentage cal cul ati ons have been nmade in accordance with Rule
13d-3(d) (1) pronul gated under the Securities Exchange Act of 1934. |In naking
t hese cal cul ations, shares of Common Stock beneficially owned by a person as a
result of the ownership of Senior Preferred Stock and certain options and
warrants were deenmed to be currently outstanding solely with respect to the
hol ders of such Senior Preferred Stock, options, and warrants.

(2) Includes the nunber of shares of Commobn Stock set forth opposite the
person’s nanme in the follow ng table, which shares are beneficially owned as a
result of the ownership of Stock Options and Stock Purchase Warrants.



St ock Options Warrants

WIlliamJ. Barrett 10, 000 733, 329
Edward L. Flynn 10, 000 733, 329
Herbert M Gardner 10, 000 733, 329
Allen T. Ml nnes 10, 000 733, 329
Kenneth W Usel ton 4,000 -0-

Wayne A. Wi tener 71,100 50, 000
WIlliamC. Hurtt, Jr. -0- 533, 329

All directors and officers
as a group 115, 100 3,516, 645

The nunber of shares set forth above for each of Messrs. Barrett, Flynn,
Gardner and Ml nnes includes 200,000 shares each issuabl e upon exercise (at
$.30 per whole share) of warrants issued in 1999. |In addition, the nunber of
shares set forth above for each of Messrs. Barrett, Flynn, Hurtt, Gardner and
Mcl nnes i ncl udes 300, 000 shares each issuabl e upon exercise (at $.20 per whole
share) of warrants issued in 2002 and 150, 000 shares each issuable upon the
exercise (at $.20 per whole share) of warrants issued in 2003, in connection
wi th debt financing provided to the Conpany. The above al so includes the
additional warrants resulting fromapplication of the anti-dilution provisions
under the 2002 and 2003 warrants as a result of the PIK dividends paid on the
Seni or Preferred Stock.

(3) I ncl udes 35, 261 shares of Common Stock and 47,000 shares of Senior
Preferred Stock owned by Herbert M Gardner’s wife. M. Gardner has
di scl ai ned beneficial ownership of these shares.

(4) I ncl udes 55, 231 shares of Common Stock and 75,500 shares of Senior
Preferred Stock owned by WlliamJ. Barrett’s wife. M. Barrett has
di scl ai ned beneficial ownership of these shares.

(5) I ncl udes 20, 316 shares of Comon Stock and 188, 500 shares of Senior
Preferred Stock owned by Edward L. Flynn's wife. M. Flynn has disclained
beneficial ownership of these shares.

(6) I ncl udes 10, 800 shares of Common Stock owned by WlliamC Hurtt’'s
wife. M. Hurtt has disclainmed beneficial ownership of these shares.

(7) I ncl udes the nunber of shares of Common Stock which are deened to
be beneficially owed as a result of ownership of Senior Preferred Stock set
forth opposite the person’s nane in the followi ng table. Each share of Senior
Preferred Stock is convertible into one share of Commobn St ock.

Seni or Preferred Stock

WIlliamJ. Barrett 709, 200
Edward L. Flynn -0-

Herbert M Gardner 188, 500
Wlliam C. Hurtt, Jr. 375, 000
Allen T. Ml nnes 188, 500
Jason M Elsas, Jr. 235, 800
Si dney Todres 300, 000

Depositories such as The Depository Trust Conpany (Cede & Conpany) as of Apri
12, 2004 held, in the aggregate, nore than five percent (5% of the Conpany’s
t hen out st andi ng Conmon St ock voting shares. The Conpany under st ands t hat



such depositories hold such shares for the benefit of various participating
br okers, banks, and other institutions which are entitled to vote such shares
according to the instructions of the beneficial owners thereof. The Conpany
has no reason to believe that any of such beneficial owners hold nore than
five percent (5% of the Conpany’s outstanding voting securities.

COW TTEES AND MEETI NGS OF THE BOARD OF DI RECTCRS,
| NDEPENDENT DI RECTORS

The Board of Directors has an Executive Committee conprised of Messrs.
Mcl nnes, Barrett and Gardner, an Audit Conmittee conprised of Messrs. Barrett,
Flynn and Hurtt, and a Stock Option Comittee conprised of Messrs. Ml nnes,
Barrett and Gardner.

The Executive Committee is charged by the Conpany’s bylaws with the
responsi bility of exercising such authority of the Board of Directors as is
specifically delegated to it by the Board, subject to certain limtations
contai ned in the byl awns.

The Audit Committee which was forned in Decenber, 1997, conducted five
neetings in 2003. The purpose and functions of the Audit Conmttee are to
appoint or term nate the independent auditors; evaluate and detern ne
conpensation of the independent auditors; review the scope of the audit
proposed by the independent auditors; review year-end financial statenents
prior to issuance; consult with the independent auditors on matters relating
to internal financial controls and procedures; and nake appropriate reports
and recommendations to the Board of Directors.

The Stock Option Committee had no neetings during the year. The Conm ttee
is responsible for awardi ng Stock Options to key enpl oyees or individuals who
provi de substantial advice or other assistance to the Conpany so that they
will apply their best efforts for the benefit of the Conpany.

The Board of Directors does not have nomi nating or conpensation
comi ttees.

During the fiscal year ended Decenber 31, 2003, the Board of Directors
hel d one (1) special neetings in addition to its regular neeting. Al of the
Directors listed herein attended 75% or nore of the total neetings of the
Board and of the committees on which they serve.

The Board of Directors has determ ned that the following five directors,
constituting a majority of the Board of Directors, have no materia
relationship with the Conpany that would interfere with the exercise of
i ndependent judgnent and are therefore i ndependent directors of the Conpany:
Allen T. Mclnnes, WlliamJ. Barrett, Herbert M Gardner, Edward L. Flynn and
WlliamC Hurtt, Jr.

REPORT OF THE AUDI T COW TTEE

The responsibilities of the Audit Commttee, which are set forth in the
Audit Committee Charter adopted by the Board of Directors, include providing
oversight to the Conpany’s financial reporting process through periodic
neetings with the Conpany’s independent auditors and managenent to revi ew
accounting, auditing, internal controls and financial reporting matters. A
copy of the Audit Conmittee Charter is attached as Appendi x A. The nmenbers of
the Audit Committee are independent as defined in Section 121(A) of the
Anerican Stock Exchange listing standards (which is the national securities
exchange definition of “independent” the Audit Conmittee has chosen to use as
requi red under Item 7(d)(3)(iv) of Schedul e 14A under the Securities Exchange
Act of 1934). Al nmenbers of the Audit Conmittee are financially literate and



are able to read and understand fundanmental financial statenents, including a
bal ance sheet, incone statenent and cash flow statenent. The Board of
Directors has determned that M. Barrett qualifies as an “Audit Conmttee

Fi nanci al Expert” as defined in Section 229.401(h) of the 1934 Act, and his
experience and background are descri bed above under the headi ng “El ection of
Directors.” The managenent of the Conpany is responsible for the preparation
and integrity of the financial reporting information and rel ated systens of
internal controls. The Audit Conmittee, in carrying out its role, relies on

t he Conpany’s seni or managenent, including senior financial managenent, and
its independent auditors. The Audit Committee has the authority and avail abl e
fundi ng to engage any independent |egal counsel and any accounting or other
expert advisors as necessary to carry out its duties.

We have reviewed and di scussed with senior managenent the Conpany’s
audited financial statenents included in the 2003 Annual Report to
Shar ehol ders. Managenent has confirned to us that such financial statenents
(i) have been prepared with integrity and objectivity and are the
responsi bility of nanagenent and, (ii) have been prepared in conformty with
accounting principles generally accepted in the United States of Anerica.

We have discussed with Lane Gorman Trubitt, L.L.P., the Conpany’s
i ndependent accountants, the matters required to be di scussed by Statenent of
Audi ting Standards (“SAS’) No. 61, “Communications with Audit Commttees.” SAS
No. 61 requires the Conpany’s independent accountants to provide us with
additional information regarding the scope and results of their audit of the
Conpany’s financial statenents, including with respect to (i) their
responsi bility under auditing standards generally accepted in the United
States of America, (ii) significant accounting policies, (iii) managenent
judgnents and estimates, (iv) any significant audit adjustments, (v) any
di sagreenents wi th managenent, and (vi) any difficulties encountered in
perform ng the audit.

We have received fromLane Gorman Trubitt, L.L.P. a letter providing the
di scl osures required by |Independence Standards Board Standard No. 1,
“I ndependence Discussions with Audit Committees”, with respect to any
rel ati onshi ps between Lane Gorman Trubitt, L.L.P. and the Conpany that in
their professional judgnment may reasonably be thought to bear on their
i ndependence. Lane Gornan Trubitt, L.L.P. has discussed its i ndependence wth
us and has confirmed in such letter that, in its professional judgnment, it is
i ndependent of the Conpany within the nmeaning of the federal securities |aws.

Based on the review and di scussi ons descri bed above with respect to the
Conpany’s audited financial statenments included in the Conpany’s 2003 Annua
Report to Sharehol ders, we have reconmended to the Board of Directors that
such financial statenments be included in the Conpany’s Annual Report on Form
10-KSB for filing with the Securities and Exchange Conm ssi on

As specified in the Audit Committee Charter, it is not the duty of the
Audit Committee to plan or conduct audits or to determ ne that the Conpany’s
financial statenments are conplete and accurate and in accordance with
accounting principles generally accepted in the United States of Anerica. That
is the responsibility of managenent and the Conpany’s independent accountants.
In giving our recommrendation to the Board of Directors, we have relied on (i)
managenent’s representation that such financial statenents have been prepared
with integrity and objectivity and in conformity with generally accepted
accounting principles, and (ii) the report of the Conpany’s independent
accountants with respect to such financial statenments.

The Audit Conmmittee:
WIlliamJ. Barrett, Chairman
Edward L. Flynn

Wlliam C. Hurtt, Jr.



Accounti ng Fees

The aggregate fees billed by the Conpany’s independent accountants (Lane
Gorman Trubitt, L.L.P. for 2003 and Grant Thornton LLP for 2002) for
prof essi onal services rendered in connection with (i) the audit of the
Company’s annual financial statenments set forth in the Conpany’s Annua
on Form 10-KSB for the year ended Decenber 31, 2003, and (ii) the review of
the Conpany’'s quarterly financial statements set forth in the Conpany’s
Quarterly Reports on Form 10-QSB for the quarters ended March 31, 2003,
June 30, 2003, and Septenber 30, 2003, were $35, 600.

Repor t

The Audit Committee has advised the Conpany that it has determ ned that
the non-audit services rendered by the Conpany’s independent accountants
during the Conpany’s nost recent fiscal year are conpatible with maintaining
t he i ndependence of such accountants.

The following table sets forth the aggregated fees billed to the Conpany

for fiscal years 2003 and 2002 by the Conpany's independent public
account ants:
2003 2002
Audi t fees $35, 600 $39, 565
Audit-rel ated fees - -
Tax fees - 12,132
Al'l other fees - -
Total fees $35, 600 $51, 697

Code of Ethics

The Conpany has adopted a Code of Ethics that applies to the Conpany’s
Oficers and Directors, including the Conpany’s principal executive officer
and principal financial and accounting officer. A copy of the Code may be
obt ai ned without charge by witten request to the Conpany as follows: TGC
Industries, Inc., 1304 Sunmit Avenue, Suite 2, Plano, Texas 75074, Attn:
Kenneth W Usel ton, Secretary.

EXECUTI VE COVPENSATI ON

The tabl e bel ow sets forth on an accrual basis all cash and cash
equi val ent renuneration paid by the Conpany during the year ended Decenber 31
2003, to the Chief Executive Oficer and any ot her executives whose salary and

bonus exceeded $100, 000.

Sunmary Conpensation Tabl e

Nane and Princi pal Annual Conpensation Opt i ons/ Al Oher
Posi tion Year Sal ary Bonus St ock SAR s Conpensation
Wayne A. Wit ener 2002 $125,000 $15, 000 - 0- - 0- $7,039 (1)
Pr esi dent 2001 $125,000 -0- -0- -0- $6,021 (2)
& CEO 2000 $ 94,875 -0- - 0- - 0- $6,298 (3)
(1) Represents personal use of Conpany vehicle ($3,960), Company’s
paynment for personal income tax preparation ($145), Conpany’s

contribution to 401-K program ($2,658), and life insurance

prem unms ($276) in 2003.
(2) Represents personal use of Conpany vehicle ($4,883), Conpany’s
paynent for personal incone tax preparation ($145), Conpany’s

10



contribution to 401-K program ($717), and life insurance
prem unms ($276) in 2002.

(3) Represents personal use of Conpany vehicle ($5,522), Conpany’s
paynent for personal incone tax preparation ($135), Conpany’s
contribution to 401-K program ($365), and life insurance
prem uns ($276) in 2001

401(k) Pl an

In 1987, the Conpany inplenented a 401(k) salary deferral plan (the
“Plan”) which covers all enployees who have reached the age of 20-1/2 years
and have been enpl oyed by the Conpany for at |east one year. The covered
enpl oyees may el ect to have an anount deducted fromtheir wages for investnent
inaretirement plan. The Conpany has the option, at its discretion, to nake
contributions to the Plan. Effective January 1, 1990, the Conpany determ ned
inits discretion to nake a matching contribution to the Plan equal to 10% of
t he enpl oyees’ contributions up to 6% of those enpl oyees’ conpensation. On
July 24, 1991, to be effective August 5, 1991, the Board of Directors
i ncreased the Conpany’s natching contribution to the Plan to fifty cents
($.50) for every one dollar ($1.00) of conpensation a participant defers under
the Plan up to 6% of those enpl oyees’ conpensation. Beginning January 4,
1993, the Board of Directors discontinued the matching contribution to the
Plan. Concurrently with the acquisition of the Conpany’'s former subsidiary,
Chase Packagi ng Corporation, the Board of Directors reinstated contributions
to the 401(k) salary deferral plan. The Conpany nade a matching contribution
to the Plan equal to the sum of 75% of each Participant’s Salary reduction
contributions to the Plan for such Plan year which were not in excess of 3% of
the Participant’s conpensation for such Plan year, and 50% of each
Participant’s salary reduction contributions to the Plan for such Plan Year
which were in excess of 3% of the Participant’s conpensation but not in excess
of 8% of the Participant’s conpensation for such Plan Year. As of January 1,
1999, the Conpany deternined to nmake a contribution to the Plan equal to 100%
of each participant’s salary reduction contributions to the Plan up to 2% of
the participant’s conpensation. The total amount of the Conpany’s
contribution during 2003 for the one (1) executive officer of the Conpany
participating in the 401(k) Plan was as follows: Wayne A \Whitener - $2,658.

Options Granted in Last Fiscal Year

During the year ended Decenber 31, 2003, no stock options or stock
appreciation rights were granted to any of the executive officers of the
Conpany.

Aggregate Options/ SAR Exercises in Last Fiscal Year
and Fiscal Year-End Options/ SAR Val ues

The following table sets forth certain information regarding the year-end
val ue of Options held by the Conpany’s executive officers during the fisca
year ended Decenber 31, 2003. There are no stock appreciation rights
out st andi ng.
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Aggr egat ed Opti ons Exercised
and FY-End Options Val ues

Val ue of
Nunber of Unexer ci sed
Unexer ci sed I n-t he- Money
Options at Options at
FY-End (#) FY-End (2)
Shar es
Narme and Acqui red on Val ue Exer ci sabl e/ Exer ci sabl e/

Principal Position Exercise (1) Realized($) Unexercisable Unexercisable

Wayne A. Wi tener -0- -0- 54, 433/ $ -0-/
President & CEO 16, 667 $ - 0-

(1) The exercise price and tax wi thholding obligations related to
exerci se may be paid by delivery of already owned shares, subject to certain
condi tions.

(2) The value of outstanding options is based on the Decenber 31, 2003
cl osing stock price which was $0. 70.

TRANSACTI ONS W TH MANAGEMVENT

In March 2003, certain directors provided up to $300,000 in debt
fi nanci ng through Decenber 31, 2003, on the sanme terns as the 2002 debt
financi ng, described bel ow, provided that warrants covering only 750, 000
shares of Common Stock were issued upon execution of the debt financing
docunments and warrants covering the renaining 750,000 shares of Commobn Stock
were to be issued in proportion to the anobunt of the $300,000 conmitnent which
the Conpany drew on (e.g. if the Conmpany borrowed a total of $150, 000,
warrants covering 375,000 shares were to be issued and if the Conpany borrowed
the full commitment of $300,000, warrants covering 750,000 shares were to be
i ssued). The Conpany had no borrow ngs under this conmm tnent during 2003.
The warrants were issued as follows: Allen T. Mclnnes - warrant for 150, 000
shares; WIlliamC. Hurtt Jr. - warrant for 150,000 shares; WIlliamJ. Barrett
- warrant for 150,000 shares; Herbert M Gardner - warrant for 150,000 shares;
and Edward L. Flynn - warrant for 150,000 shares.

Duri ng 2002, the Conpany issued promi ssory notes payable in an aggregate
princi pal amount of $150,000 to an investor group that included certain
directors for debt financing provided to the Conpany and, in connection
therewith, issued stock purchase warrants to such persons. The warrants cover
1, 500, 000 shares of Common Stock, expire on Septenber 10, 2012, and are
exercisable at $.20 per whole share. The promi ssory notes, which bore
interest at 6.75% per annum were paid in full during Decenber 2002 and
January 2003. The notes and warrants were issued as follows: Allen T. Ml nnes
- $30,000 note and warrant for 300,000 shares; WlliamC Hurtt, Jr. - $30, 000
note and warrant for 300,000 shares; WIlliamJ. Barrett - $30,000 note and
warrant for 300,000 shares; Herbert M Gardner - $30,000 note and warrant for
300, 000 shares; and Edward L. Flynn - $30,000 note and warrant for 300, 000
shar es.

During the year ended Decenber 31, 2001, the Conpany had no transactions
wi t h nanagenent.

During 1999, the Conpany issued subordi nated pronm ssory notes payable in
an aggregate principal ambunt of $312,500 to certain officers and directors
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for debt financing provided to the Conpany and, in connection therewth,

i ssued stock purchase warrants to such persons. The warrants cover 850, 000
shares of Commopn Stock, are exercisable at $.30 per share, and expire on July
31, 2009. The subordi nated promi ssory notes, which bore interest at 8% per
annum were paid in full during Decenber 1999. The notes and warrants were
issued as follows: Allen T. Mclnnes - $75,000 note and warrant for 200, 000
shares; Wayne A. Witener - $12,500 note and warrant for 50,000 shares;
WIlliamJ. Barrett - $75,000 note and warrant for 200,000 shares; Herbert M
Gardner - $75,000 note and warrant for 200,000 shares; and Edward L. Flynn -
$75, 000 note and warrant for 200, 000 shares.

STOCK OPTI ON PLANS
1986 I ncentive and Nonqualified Stock Option Plan

In 1986 the Conpany adopted the 1986 Incentive and Nonqualified Stock
Option Plan (the “1986 Plan”). The termof the 1986 Plan was for a period of
ten years with the result that the 1986 Plan ternmi nated on July 24, 1996.

St ock options outstanding as of the date of termination of the 1986 Pl an
remai n outstanding until they are exercised, term nated, or expire.

The provisions which were contained in the 1986 Plan were conparable to
the provisions contained in the 1993 Plan (hereafter described) which
succeeded the 1986 Pl an

Options granted under the 1986 Pl an covering 6,333 shares (adjusted for
one-for-three reverse stock split) which were outstanding on January 1, 2001,
expi red unexercised on May 1, 2001

1993 Stock Option Plan

On June 3, 1993, the Conpany’'s Board of Directors approved and adopted
t he Conpany’s 1993 Stock Option Plan (the “1993 Plan”). At the 1994 Annua
Meeting, the Conpany’s sharehol ders approved the 1993 Stock Option Plan. The
fol |l owi ng paragraphs sumari ze certain provisions of the 1993 Stock Option
Plan and are qualified in their entirety by reference thereto.

The 1993 Pl an provides for the granting of options (collectively, the
“Options”) to purchase shares of the Conpany’'s Conmon Stock to certain key
enpl oyees of the Conpany (and/or any of its affiliates), and certain
i ndi vi dual s who are not enpl oyees of the Conpany but who fromtinme-to-tine
provi de substantial advice or other assistance or services to the Conpany
(and/or any of its affiliates). The 1993 Stock Option Plan authorizes the
granting of options (both statutory and non-statutory) to acquire up to
283, 333 shares of Conmon Stock (adjusted for the one-for-three reverse stock
split effective Novenber 6, 1998), subject to certain adjustments described
bel ow, to be outstanding at any tinme. Subject to the foregoing, there is no
[imt on the absolute nunber of awards that nmay be granted during the life of
the 1993 Stock Option Plan. At the present tinme, there are approximately 15
enpl oyees of the Conpany, including officers and directors of the Conpany,
who, in nanagenent’s opinion, would be considered eligible to receive grants
under the 1993 Pl an, although fewer enployees may actually receive grants.

Authority to adm nister the 1993 Plan has been delegated to a comittee
(the “Conmmittee”) of the Board of Directors. Except as expressly provided by
the 1993 Stock Option Plan, the Conmttee has the authority, inits
di scretion, to award Options and to deternine the terms and conditions (which
need not be identical) of such Options, including the person to whom and the
time or tinmes at which, Options will be awarded, the nunber of Options to be
awarded to each such person, the exercise price of any such Options, and the
form terns, and provisions of any agreenent pursuant to which such Options
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are awarded. The 1993 Pl an al so provides that the Committee may be authorized
by the Board of Directors to nmake cash awards as specified by the Board of
Directors to the holder of an Option in connection with the exercise thereof.

Subject to the limtations set forth below, the exercise price of the
shares of stock covered by each 1993 Option will be determned by the
Committee on the date of award.

Unl ess a holder’s option agreenment provides otherw se, the follow ng
provisions will apply to exercise by the holder of his or her option: No
option nay be exercised during the first twelve nonths follow ng grant.

During the second year followi ng the date of grant, options covering up to
one-third of the shares covered thereby may be exercised, and during the third
year followi ng the date of grant, options covering up to two-thirds of such
shares may be exercised. Thereafter, and until the options expire, the
optionee may exercise options covering all of the shares. Persons over sixty-
five on the date of grant nay exercise options covering up to one-half of the
shares during the first year and thereafter may exercise all optioned shares.
Subject to the Iimtations just described, options nay be exercised as to al
or any part of the shares covered thereby on one or nore occasions, but, as a
general rule, options cannot be exercised as to | ess than one-hundred shares
at any one tine.

The exercise price of the shares of stock covered by each incentive stock
option (“1SO), within the neaning of Sec. 422 of the Internal Revenue Code of
1986, as anended (the “Code”), will not be less than the fair market val ue of
stock on the date of award of such | SO except that an | SO nay not be awarded
to any person who owns stock possessing nore than ten percent (109 of the
total conbined voting power of all classes of stock of the Conpany unless the
exercise price is at |least one hundred ten percent (110% of the fair narket
val ue of the stock at the tine the ISOis awarded and the 1SO is not
exerci sable after the expiration of five years fromthe date it is awarded
The exercise price of the shares of Common Stock covered by each Option that
is not an ISOw Il not be less than fifty percent (50% of the fair narket
val ue of the stock on the date of award.

Paynment for Common Stock i ssued upon the exercise of an Option nay be
made in cash or with the consent of the Cormittee, in whole shares of Conmon
St ock owned by the holder of the Option for at |east six months prior to the
date of exercise or, with the consent of the Cormittee, partly in cash and
partly in such shares of Comon Stock. |If paynment is nmade, in whole or in
part, with previously-owned shares of Common Stock, the Conmittee nmay issue to
such hol der a new Option for a nunber of shares equal to the nunber of shares
delivered by such holder to pay the exercise price of the previous Option
havi ng an exercise price equal to at |east one-hundred percent (100% of the
fair market value per share of the Common Stock on the date of the exercise of
t he previous Option.

The duration of each Option will be for such period as the Commttee
determ nes at the tine of award, but not for nore than ten years fromthe date
of award in the case of an | SO

In the event of any change in the nunber of shares of Common Stock
ef fected wi thout receipt of consideration therefor by the Conpany by reason of
a stock dividend, or split, conbination, exchange of shares or other
recapitalization, nerger, or otherwise, in which the Conpany is the surviving
Corporation, the aggregate nunber and class of reserved shares, the nunber and
class of shares subject to each outstanding Option, and the exercise price of
each outstanding Option will be automatically adjusted to reflect the effect
t hereon of such change. Unless a holder’s option agreenent provides
ot herwi se, a dissolution or liquidation of the Conpany, certain sales of al

14



or substantially all of the assets of the Company, certain nergers or
consolidations in which the Conpany is not the surviving corporation, or
certain transactions in which another corporation becones the owner of fifty
percent (50% or nore of the total conbined voting power of all classes of
stock of the Conpany, will cause such holder’s Options then outstanding to
term nate, but such holder nay, immediately prior to such transaction
exerci se such options without regard to the period and installments of
exercisability applicable pursuant to such holder’s option agreenent.

The 1993 Plan terninated on June 3, 2003. Stock options outstandi ng as
of the date of termination remain outstanding until they are exercised,
term nated, or expire.

The 1993 Plan nay be term nated, nodified, or anended by the Board of
Directors at any tine without further sharehol der approval, except that
shar ehol der approval is required for any amendnent which: (a) changes the
nunber of shares of Common Stock subject to the 1993 Stock Option Plan other
than by adjustnent provisions provided therein, (b) changes the designation of
the class of enployees eligible to receive Options, (c) decreases the price at
which 1SO s may be granted, (d) renoves the administration of the 1993 Stock
Option Plan fromthe Conmttee, or (e) w thout the consent of the affected
hol der, causes the 1SO s granted under the 1993 Stock Option Plan and
outstandi ng at such tine that satisfied the requirenents of Sec. 422 of the
Code no longer to satisfy such requirenents.

Granted stock options under the 1993 Stock Option Plan covering 29, 100
shares (adjusted for one-for-three reverse split) were outstandi ng at Decenber
31, 2003. Al 29,100 incentive stock options are outstanding to officers and
enpl oyees of the Conpany. 53,055 non-statutory stock options, that were
outstanding to officers and enpl oyees of the Conpany’'s forner subsidiary,
Chase Packagi ng Corporation, expired unexercised during 2001. During 2001,
2002 and 2003, no stock options were granted under the Conpany’'s 1993 Stock
Option Plan

Effective July 31, 1996, the Conpany’s whol |y owned subsidi ary, Chase
Packagi ng Corporation (“Chase”), was spun-off to the Conpany’s sharehol ders.
In view of this situation, and in order to provide the enpl oyees of both Chase
and the Conpany with the naxi mum period avail abl e under the tax | aws for
exercising their options after a term nation of enploynent, the 1993 Pl an was
anended to extend fromthirty days to three nonths, the period of tine
followi ng term nation of enploynment, during which the term nating enpl oyee
could exercise his or her incentive stock option. The 53,055 options not so
exerci sed were converted to non-statutory options and expired unexercised
during 2001.

The purpose of the 1993 Plan was to provide an incentive for key
enpl oyees of the Conpany to remain in the service of the Conpany and to apply
their best efforts for the benefit of the Conpany so as to inprove the
Conpany’s financial perfornmance.

1999 Stock Option Plan

On Decenber 14, 1999, the Conpany’'s Board of Directors approved and
adopted the Conpany’'s 1999 Stock Option Plan (the “1999 Plan”). At the 2000
Annual Meeting, the Conpany’s sharehol ders approved the 1999 Plan. The
fol |l owi ng paragraphs summari ze certain provisions of the 1999 Plan and are
qualified in their entirety by reference thereto.

The 1999 Pl an provides for the granting of options (collectively, the

“1999 Options”) to purchase shares of the Conmpany’s Common Stock to certain
key enpl oyees of the Conpany and/or its affiliates, and certain individuals
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who are not enpl oyees of the Conpany or its affiliates but who fromtinme to
time provide substantial advice or other assistance or services to the Conmpany
and/or its affiliates. The 1999 Pl an authorizes the granting of options to
acquire up to 300,000 shares of Common Stock, subject to certain adjustnents
descri bed bel ow, to be outstanding at any tinme. Subject to such limtations,
there is no linit on the absol ute nunber of awards that nay be granted during
the life of the 1999 Plan. At the present tinme, there are approximately 15
enpl oyees of the Conpany, including officers and directors of the Conpany,

who, in managenent’s opinion, would be considered eligible to receive grants
under the 1999 Pl an, although fewer enployees may actually receive grants.
During 2000, 169,000 options were granted under the Conpany’'s 1999 Plan to
directors, officers and enpl oyees of the Conpany. During 2001, 2002 and 2003,
no stock options were granted under the Conpany’s 1999 Stock Option Plan
Granted stock options under the 1999 Stock Option Plan covering 153,000 shares
wer e outstandi ng at Decenber 31, 2003.

Authority to admi nister the 1999 Plan has been delegated to a comittee
(the “Committee”) of the Board of Directors. Except as expressly provided by
the 1999 Plan, the Conmittee has the authority, in its discretion, to award
1999 Options and to determine the terns and conditi ons (which need not be
identical) of such 1999 Options, including the persons to whom and the tine
or tinmes at which, 1999 Options will be awarded, the nunber of 1999 Options to
be awarded to each such person, the exercise price of any such 1999 Opti ons,
and the form terns and provisions of any agreenent pursuant to which such
1999 Options will be awarded. The 1999 Plan al so provides that the Comittee
may be authorized by the Board of Directors to nake cash awards as specified
by the Board of Directors to the holder of a 1999 Option in connection with
the exercise thereof. Subject to the lintation set forth below, the exercise
price of the shares of stock covered by each 1999 Option will be determ ned by
the Conmittee on the date of the award.

Unl ess a Hol der’s option agreenment provides otherw se, the follow ng
provisions will apply to exercises by the Holder of his or her option: No
options may be exercised during the first twelve nonths follow ng grant.
During the second year follow ng the date of grant, options covering up to
one-third of the shares covered thereby may be exercised, and during the third
year options covering up to two-thirds of such shares may be exerci sed.
Thereafter, and until the options expire, the opti onee may exercise options
covering all of the shares. Persons over sixty-five on the date of grant may
exerci se options covering up to one-half of the shares during the first year
and thereafter nay exercise all optioned shares. Subject to the limtations
just described, options nmay be exercised as to all or any part of the shares
covered thereby on one or nore occasions, but, as a general rule, options
cannot be exercised as to | ess than one hundred shares at any one tine.

The exercise price of the shares of stock covered by each incentive stock
option (“1SO), within the neaning of Sec. 422 of the Internal Revenue Code of
1986, as anended (the “Code”), will not be less than the fair market val ue of
stock on the date of award of such | SO except that an | SO may not be awarded
to any person who owns stock possessing nore than ten percent (109 of the
total conbined voting power of all classes of stock of the Conpany, unless the
exercise price is at |least one hundred ten percent (110% of the fair narket
val ue of the stock at the tine the 1SOis awarded, and the 1SO is not
exerci sable after the expiration of five years fromthe date it is awarded

The exercise price of the shares of Common Stock covered by each 1999
Option that is not an SO Nonstatutory Stock Option (“NSO'), will not be |ess
than fifty percent (50% of the fair nmarket value of the stock on the date of
awar d.
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Payment for Common Stock issued upon the exercise of a 1999 Opti on nmay be
made in cash or, with the consent of the Conmittee, in whole shares of Conmon
Stock owned by the holder of the 1999 Option for at |east six nonths prior to
the date of exercise or, with the consent of the Comrmittee, partly in cash and
partly in such shares of Comon Stock. |If paynment is nmade, in whole or in
part, with previously owned shares of Common Stock, the Conmittee nmay issue to
such hol der a new 1999 Option for a nunber of shares equal to the nunber of
shares delivered by such holder to pay the exercise price of the previous 1999
Option having an exercise price equal to not |ess than one hundred percent
(100% of the fair market value of the Common Stock on the date of such
exercise. A 1999 Option so issued will not be exercisable until the |ater of
the date specified in an individual option agreenent or six nonths after the
date of grant.

In addition, the 1999 Plan provides two nethods for the cashl ess exercise
of options. Under the Sale Method, with the consent of the Conmittee, paynent
in full of the exercise price of the option nay be nade through the Conpany’s
recei pt of a copy of instructions to a broker directing such broker to sel
the stock for which the option is being exercised, to renmt to the Conpany an
anount equal to the aggregate exercise price of such option, with bal ance
being remtted to the holder. Under the Net Method, with consent of the
Conmittee, paynent in full of the exercise price of the option may be nade
based on witten instructions received fromthe hol der, by Conpany’s issuance
to the hol der of that nunber of shares of stock having a fair market val ue
equal to only the “profit portion” of his, her, or its option (i.e. the excess
of the then fair nmarket value of the stock over the holder’s exercise price).

The duration of each 1999 Option will be for such period as the Conmittee
determnes at the time of award, but not for nore than ten years fromthe date
of the award in the case of an 1SO and in either case may be exercised in
whole or in part at any time or only after a period of tine or in
installnents, as determined by the Conmittee at the tine of award, except that
after the date of award, the Conmittee may accelerate the tinme or tines at
which a 1999 Option may be exerci sed.

In the event of any change in the nunber of outstanding shares of Conmon
Stock effected without receipt of consideration therefor by the Conpany, by
reason of a stock dividend, or split, conbination, exchange of shares or other
recapitalization, nmerger, or otherw se, in which the Conpany is the surviving
corporation, the aggregate nunber and cl ass of reserved shares, the nunber and
the class of shares subject to each outstanding 1999 Option, and the exercise
price of each outstanding 1999 Option shall be automatically adjusted
accurately and equitably to reflect the effect thereon of such change. Unless
a hol der’s option agreenent provides otherw se, a dissolution or |liquidation
of the Conpany, certain nmergers or consolidations in which the Conpany is not
the surviving corporation, or certain transactions in which anot her
corporation beconmes the owner of fifty percent (50% or nore of the tota
conbi ned voting power of all classes of stock of the Conpany, shall cause such
hol der’s 1999 Options then outstanding to term nate, but such hol der shal
have the right, imediately prior to such transaction, to exercise such 1999
Options without regard to the determnation as to the periods and installnments
of exercisability made pursuant to such holder’s option agreenent if (and only
if) such options have not at that tinme expired or been term nated.

The 1999 Plan will term nate on Decenber 14, 2009, or on such earlier
date as the Board of Directors may determne. Any stock options outstandi ng
at the termination date will remain outstanding until they have been
exerci sed, term nated, or have expired

The 1999 Plan nay be term nated, nodified, or anmended by the Board of
Directors at any tine without further sharehol der approval, except that
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shar ehol der approval is required for any anmendnment that: (a) changes the
nunber of shares of Commobn Stock subject to the 1999 Plan, (b) changes the
designation of the class of enployees eligible to receive 1999 Options, (c)
decreases the price at which | SCs may be granted, (d) renoves the

adm nistration of the 1999 Plan fromthe Conmttee, or (e) w thout the consent
of the affected hol der, causes the ISGs granted under the 1999 Pl an and
outstandi ng at such tine that satisfied the requirenents of Sec. 422 of the
Code to no longer satisfy such requirenents.

RECOMVENDATI ON AND VOTE

It is the opinion of the Board of Directors that the (1) election of the
six (6) nenbers of the Board of Directors, and (2) ratification of the
sel ection of Lane Gorman Trubitt, L.L.P. as independent auditors, are
advi sable and in the best interests of the Conpany. As a result, the Board of
Directors recommends a vote FOR each of these itens. The affirmative vote of
the holders of a nmajority of the outstandi ng shares of Common Stock, Series C
Preferred Stock and Senior Preferred Stock present, in person or by proxy, at
the annual neeting, is required for the sharehol ders to approve the el ection
of the six (6) nenbers to the Board of Directors and to ratify the selection
of Lane Gorman Trubitt, L.L.P. as independent auditors.

| NDEPENDENT PUBLI C ACCOUNTANTS

The Board of Directors has appointed Lane Gorman Trubitt, L.L.P. to serve
as auditors of the Conpany. It is not expected that a representative of Lane
Gorman Trubitt, L.L.P. will be present at the sharehol ders’ neeting.

Lane Gornman Trubitt, L.L.P. becane the Conpany’s principal accountants in
April of 2003. As previously reported, on April 2, 2003, Grant Thornton LLP
(“Grant Thornton”) notified the Audit Conmttee of the Board of Directors of
t he Conpany and the Board of Directors of the Conpany that G ant Thornton
declined to stand for re-election as the Conpany’s principal accountants. In
addition, on April 2, 2003, the Audit Comittee and the Board of Directors
approved the engagenent of Lane Gornan Trubitt, L.L.P. as the Company’s
princi pal accountants.

The reports of Grant Thornton on the Conpany’s consolidated financia
statenents for the years ended Decenber 31, 2001 and 2002 contai ned no adverse
opi nion or disclainmer of opinion and were not qualified or nodified as to
uncertainty, audit scope or accounting principle.

In connection with its audits for the years ended Decenber 31, 2001 and
2002, and through April 2, 2003, there were no disagreenents with G ant
Thornton on any matter of accounting principles or practices, financia
statenment disclosure, or auditing scope or procedure, which disagreenents, if
not resolved to the satisfaction of G ant Thornton, would have caused themto
nmake reference thereto in their reports on the Conpany’s consoli dated
financial statenments for such years.

OTHER MATTERS

The Conpany’s nanagenent knows of no other natters that nay properly be,
or which are likely to be, brought before the neeting. However, if any other
matters are properly brought before the neeting, the persons nanmed in the
encl osed proxy, or their substitutes, will vote in accordance with their best
j udgnent on such matters.
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SHAREHOLDER PROPCSALS
A sharehol der proposal intended to be presented at the Conpany’s annua
neeting of Sharehol ders in 2005 nust be received by the Conpany at its
princi pal executive offices in Plano, Texas on or before Decenber 1, 2004 in
order to be included in the Conpany’s proxy statenment and form of proxy
relating to that neeting.
FI NANCI AL STATEMENTS

Fi nanci al statenents of the Conpany are contained in the Annual Report to
Sharehol ders for the fiscal year ended Decenber 31, 2003 encl osed herewith.

By Order of the Board of Directors
/sl Kenneth W Uselton

Pl ano, Texas
May 3, 2004
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APPENDI X A

AUDI T COW TTEE CHARTER
OF

TGC | NDUSTRI ES, | NC

l. PURPCSE

The Audit Committee shall provide assistance to the Corporation’s
directors in fulfilling their responsibility to the sharehol ders, potentia
sharehol ders, and the investnment conmunity relating to corporate accounting,
reporting practices of the Corporation, and the quality and integrity of the
financial reports of the Corporation. The Audit Committee’'s prinmary duties
and responsibilities are to:

. Oversee that managenent has maintained the reliability
and integrity of the accounting policies and financia
reporting and disclosure practices of the Corporation

. Oversee that managenent has established and mai ntai ned
processes to assure that an adequate system of interna
control is functioning within the Corporation

. Oversee that managenent has established and maintai ned
processes to assure conpliance by the Corporation with
all applicable I aws, regulations, and corporate policy.

. Oversee the independent accountant’s qualifications,
i ndependence and perfornance.

. Prepare the report required by the Securities and
Exchange Commission’s (“SEC') proxy rules to be
i ncluded in the Corporation’s annual proxy statenent.

The Audit Committee will fulfill these responsibilities prinmarily by
carrying out the activities enunerated in Section IV of this Charter.

1. COWCSI TI ON

The Audit Committee shall be conprised of three or nore directors as
determ ned by the Board, each of whom shall be an “independent director” as
defined in Section 121(A) of the Anerican Stock Exchange |isting standards
(which is the national securities exchange definition of “independent” the
Audit Committee has chosen to use as required under Item 7(d)(3)(iv) of
Schedul e 14A under the Securities Exchange Act of 1934), and shall be free
fromany relationship that, in the opinion of the Board, would interfere with
the exercise of his or her independent judgnent as a nenber of the Audit
Committee. Al nmenbers of the Audit Conmittee shall have a working
famliarity with basic finance and accounting practices including being able
to read and understand fundanental financial statenents, including a balance
sheet, income statement, and cash flow statenent. |In addition, at |east one
nenber of the Audit Committee shall have accounting or related financia
nmanagenment expertise so as to qualify as an “Audit Conmittee Financial Expert”
as defined in Sections 229.401(h) of the 1934 Act.
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The menbers of the Audit Conmittee shall be elected by the Board at the

annual neeting of the Board to serve for the ensuing year or until their
successors have been duly elected and qualified. Unless a Chairperson is

el ected by the full Board, the nenbers of the Audit Conmittee nmay designhate a
Chai rperson by majority vote of the full Audit Commttee menbership

MEETI NGS

The Audit Committee shall neet at |least four tinmes annually, or nore

frequently as circunstances dictate. As part of its job to foster open
conmuni cation, the Audit Comrittee plans to neet at |least annually wth
managenent and the i ndependent accountants to discuss any nmatters that the
Audit Committee or each of these groups believes should be discussed
privately. In addition, the Audit Committee, or its Chairperson, plans to
neet with managenent and the i ndependent accountants quarterly to reviewthe
Corporation’s financials consistent with Section |IV.D bel ow.

V.

RESPONSI BI LI TI ES AND DUTI ES
To fulfill its responsibilities and duties the Audit Comittee shall
Docunent s/ Reports Revi ew

A Revi ew and reassess, at |east annually, the adequacy
of this Charter; and make recomendations to the Board,
as conditions dictate, to update this Charter

B. Revi ew wi th managenent, and the i ndependent accountants,
the Corporation’s annual financial statenents, including
a discussion with the i ndependent accountants of the
matters required to be discussed by Statenment of
Auditing Standards No. 61 (“SAS No. 61"), as anended.

C Revi ew wi th managenent and the independent accountants
the Corporation’s quarterly financial statenments on
Form 10-QSB prior to their filing or prior to the rel ease
of earnings, including a discussion with the independent
accountants of the matters to be di scussed by SAS No. 61

| ndependent Accountants

D. The Audit Conmittee shall directly appoint, retain
conpensate, evaluate and term nate the Corporation’s
i ndependent accountants and shall be directly
responsi bl e for the oversight of the independent
accountants, including the resolution of disagreenents
bet ween nanagenent and the i ndependent accountants.
The Audit Committee has the sole authority to approve
all engagenents and fees with the independent accountants.
Thi s does not preclude the Audit Conmittee from obtaining
the input of Conpany nmanagenent. The independent
accountants are accountable to the Audit Conmittee and
ultimately to the entire Board for such accountants’
audit of the financial statenents of the Corporation
On an annual basis, the Audit Committee shall review
and di scuss with the i ndependent accountants al
significant relationships the accountants have with
the Corporation to determ ne the accountants’
i ndependence.

E. Oversee i ndependence of the accountants by:
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. receiving fromthe accountants, at |east annually, a
formal witten statenment delineating all relationships
bet ween the accountants and the Corporation consistent
wi th the | ndependence Standards Board Standard 1 (“I1SB
No. 1");

. review ng, and actively discussing with the Board, if
necessary, and the accountants, at |east annually,
any di scl osed rel ationshi ps or services between the
accountants and the Corporation or any other disclosed
rel ati onshi ps or services that may inpact the objectivity
and i ndependence of the accountants; and

. recomendi ng, if necessary, that the Board take certain
action to satisfy itself of the auditor’s independence.

F. Based on the review and di scussions referred to in
paragraph IV.B. and IV.E. above, the Audit Committee
shal | determ ne whether to recommend to the Board
that the Corporation’s audited financial statenents
be included in the Corporation’s Annual Report on
Form 10-KSB for the last fiscal year for filing with
the Securities and Exchange Conmi ssion

Fi nanci al Reporting Process

G In conjunction with the independent accountants, review
the integrity of the Corporation’s financial reporting
processes, both internal and external

H. Consi der and approve, if appropriate, nmajor changes to
the Corporation’'s auditing and accounting principles
and practices proposed by managenent. Discuss with the
i ndependent accountants any significant changes in
auditing standards or their audit scope.

l. Establ i sh regul ar systens of reporting to the Audit
Conmittee by each of managenent and the independent
accountants regarding any significant judgnents nade
i n managenent’s preparation of the financia
statenents and any significant difficulties encountered
during the course of the review or audit, including
any restriction on the scope of the work or access
to required i nformation

J. Revi ew any significant di sagreenent anong nmanagemnent
and the i ndependent accountants in connection with
the preparation of the financial statenents.

Legal Conpliance/ Genera

K. Review, with the Corporation’s counsel, any |ega
matter that could have a significant inmpact on the
Corporation’s financial statenents.

L. Engage such i ndependent |egal counsel and such
accounting or other expert advisors as the Audit
Conmittee deens necessary to carry out its duties.

M Ensure that a Code of Ethics is fornmalized in
witing and that all enpl oyees have know edge of it.
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Fundi

Report through its Chairperson to the Board foll ow ng
neetings of the Audit Committee.

Mai ntain mnutes or other records of neetings and
activities of the Audit Commttee.

Establish witten procedures for the receinpt,

retention and treatnent of conplaints on accounting,
internal accounting controls or auditing matters, as

wel |l as for the confidential, anonynous submni ssions by
Corporation’s enpl oyees of concerns regardi ng questionabl e
accounting or auditing natters.

ng of the Audit Conmittee

The Audit Committee shall receive appropriate funding,
as determ ned by the Audit Committee, fromthe
Corporation for paynment of (a) conpensation to the
Corporation’s independent accountants and auditors,
(b) conpensation to the outside |egal, accounting or
ot her expert advisors enployed by the Audit Comittee
inthe fulfillment of its duties, and ( c) ordinary
admi ni strative expenses of the Audit Conmttee that
are necessary or appropriate to carry out its duties.
The Audit Committee has sole authority to approve

the fees and other retention terns of such | egal
accounting and other expert advisors.

Scope of Responsibilities and Duties

R

While the Audit Conmittee has the responsibilities
and duties set forth in this Charter, it is not

the duty of the Audit Committee to plan or conduct
audits or to deternmine that the Corporation’s
financial statenments are conplete and accurate and
are in accordance with generally accepted accounting
principles. This is the responsibility of managenent
and the i ndependent auditor.
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